
The 80-20 rule for tactical decision making

Access
The Pareto Principle also known as “the 80-20 rule” or “the law of the vital few” simply stipulates that, in many cases, a minority of causes generates a majority of the
effects. This non-linear distribution pattern was initially discovered by Pareto while studying data on land ownership in Italy. It has been since then broadly observed in
different domains (in practice, the distribution can differ from a 80-20 joint ratio). Representing your key business data in a simple Pareto Chart and identifying the
“vital few” will help you to tactically define the areas where to primarily invest (or disinvest) the time and resources of your organization.

 The minority of the inputs leading to the majority of the results is called the “vital
few”, as opposed to the “trivial many”. In our example, the limit of the
cumulative percentage used to identify the “vital few” and “trivial many” has been
set at 80. The joint ratio here is around 80-45; in other words, 80% of the
complaints come from 45% of the products.

 What Pareto principle tells us here is simply that, in order to solve 80% of the
client complaints, you need to fix your quality issues with Products A to I also
called the “vital few”. Investing your time and resource on improving the quality
of the “many trivial”, i.e. Products J to T, will only reduce the client complaints by
20%… Therefore, in this case, you should focus your effort and resources on the
“vital few” and ignore the “many trivial” (that can be eliminated, delegated,
postponed till further notice depending on the type of decision you are involved
with).

 Depending on your objective, you can move this limit and observe the result. For
example, for a cumulative percentage of 70, the joint ratio becomes roughly 70-
30. Or also, if your objective is to reduce client complaints by half, resolving your
issues with products A, B, C and D should meet your target.
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Explore
In the graph below, also called Pareto Chart, you will see for example the number of client complaints related to a specific product (left-hand side Y-axis), sorted per
decreasing number of complaints (X-axis) and the cumulative percentage of complaints (right-hand side Y-axis).

Limitation: the use of the Pareto principle is recommended only when a large number of categories and observations data are available. Also it should not replace a
deep analysis of the situation for key strategic decisions. E.g. what if Product L of the above chart is a strategic product whereas Product B is becoming obsolete?
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